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- Subprime Opportunity: .

The Unfulfilled Promise of ForProfit Colleges and Universities

BY MAMIE LYNCH, JENNIFER ENGLE, AND JOSE L. CRUZ

SEEF=2 he rationing of opportunity that marginalizes an
g important sector of American society has ironically
become an extraordinarily profitable opportunity for
corporations that claim to serve the underserved,
In the lead-up to the collapse of the subprime lending
industry, homeownership was billed as the comerstone of

the American Dream, as banks aggressively marketed risky
finandal products to those who could not afford them.
Despite warnings from consumer advocates, the federal
government, concerned about unintended consequences,
resisted regulation of what seemed to be a booming indus-
try. This lack of federal oversight, paired with the skewed,
growth-driven priorities of Wall Street, led to an inevitable

. collapse—one in which bankers got rich and new home-

- owners were driven deeply into debt, foreclosure, and
poverty.

The developing showdown between for-profit colleges
and the government is another example of how the aspira-
tions of the underserved and the unfulfilled promise of the
American dream corbine with lax regulation to make the
rich, richer and the poor, poorer.

Low-income and minaority students are doing their part
to advance America’s goal to become the best educated
country in the world: Some 86 percent of Affican-American
and 80 percent of Hispanic high school seniors plan to
attend college,! This is rernarkable, given that these students
are clustered in K-12 schools where we spend less, expect
less, teach them less, and assign them our least qualified
teachers. Unfortunately, however, traditional institutions
of higher education are not responding with the increased
levels of access and opportunities for success that these
students deserve.? '

The failure of public and private nonprofit institutions
to serve the underserved—and the allure of public subsidies

in the form of federal student aid—has created a formi-
dable market for the for-profit college sector. The for-profit
colleges have responded with aggressive recruitment tactics
that encourage students to take on debt beyond their means
in exchange for the promise of “choice” and "opportunity.”

Just as everyday Americans suffered the effects of mis-
placed priorities and weak regulation of subprime lenders,
so too are the most vulnerable in society being harmed by
underregulated for-profit colleges that value double-digit
stock growth and shareholder returns over student success.

The problem is not the “for-profit” nature of for-profit
colleges, Rather, the problem is that their returns are a
function of sustained failure, rather than student success.
Failure of the K-12 system to prepare all students for college
and career. Failure of public and private nonprofit colleges
to provide access and success for more low-income and
minority students. Failure of the government tc put a stop
to those institutions—private or public—that abuse our
social investment, prey on our underserved population, and
threaten the competitiveness of our country.

The data presented in this brief demonstrate that
"opportunity,” touted as “a good chance for advancement
ot progress,” is not the product delivered by most for-profit
colleges and universities.

RAPID. GROWTH AND RECORD PROFITS '
The for-profits’ business plan has been effective. The sector
has grown dramatically over the course of the past decade,
far outpacding growth in other sectors of higher education.
Between 1998-99 and 2008-09, enrollment at for-profit
schools increased by 236 percent, while growth at other
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Figure 1: Rate of Enroliment Growth, 1998-99 through 2008-09
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Source: Education Trust analysis of IPEDS 12-manth undupticated headcount enrallmant for
Title TV U.S. institutiens, 1998-29 and 2008-09,

colleges and universities totaled about 20 percent (see Figure
1).2 In fact, expansion of the sector has been so extraordi-
nary that the largest for-profit—the University of Phoenix—
today enrolls more studenté than the entire for-profit sector
enrolled in 1991.* - ‘

The rapid rise of the for-profit industry has largely been
driven by the aggressive recruitment® of low-income stu-
dents and students of color—a fact that is not disputed by
the sector, but rather heralded as a sign of its commitment
to underserved populations. Low-income and minority
students make up 50 and 37 percent of students at for-
profits, respectively.® Data from the Beginning Postsecond-
ary Students Longitudinal Siudy show that more than a
quarter of black, Hispanic, and low-income” students began
their college careers at for-profit institutions in 2003-04,
compared with only 10 percent of whites and seven percent
of non-low-income students.® And while for-profits enroll
only 12 percent of all college students, they are responsible
for 20 percent of black students and a full 24 percent of Pell

Expansion of the for-profit
sector has been so |
extraordinary that the largest
of thesg institutions—the
University of Phoenix—today
enrolls more students than
the entire for-profit sector
enrolled in 1991.

Figure 2: The numher and percent of Pell Grant dollars spent at
for-profits has increased dramatically.
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Grant recipients.”

Pell Grants and federal loans have accompanied the
growth, providing a reliable, sustainable, and expanding rev-
enue stream for the sector. In the 2008-09 academic year, for-
profit colleges received $4.3 billion in Pell Grants—quadru-
ple the amount they received just ten years earlier (see Figure
2)—and approximately $20 billion in federal student loans.”
As a result of this large federal investment, the average for-

. profit school derives 66 percent of its revenues from federal

student aid, and 15 percent of institutions receive 85 to 90
percent of their revenue from Title IV.? The behemoth that
is the University of Phoenix brought in over one billion dol-
lars in Pell Grant funding alone in 2009-10,'* and this year
the school risks exceeding federal limits by deriving over 90
percent of revenues from federal finandal aid.* '

The rapid growth and record profit levels reported by
these institutions might be acceptable if students were suc-
ceeding at record rates. But they are not, forcing us to ask:
Access to what? And at what cost?

ACCESS TO WHAT?

The for-profits are getting their end of the bargain: growth
and profit. The nation is investing to improve access to
higher education for undermrepresented populations—recog-
nizing that access is essential for a healthy democracy, for
prosperity enjoyed by all, and for advancing the president’s
goal of becoming the most educated country in the world.

. What are the students getting? Low-income students and
students of color are getting access, but not much success.
And access without success—without graduation, without
employment—is something the nation cannot afford.

To start with completion rates, among first-time, full-
time, bachelor’s degree-seeking sindents who enroll at for-
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profit institutions, only 22 percent earn degrees from those
institutions within six years. By contrast, students at public
and private nonprofit colleges and universities graduate at
rates two to three times higher—55 and 65 percent, respec-
tively. " Certainly, as representatives from the for-profits
argue, these numbers do not indude all of their students,
especially those who attend part-time or transfer in to the
institution. But that, of course, is true of the federally
reported graduation rates for other colleges, as well.”®

Moreover, the research is very clear: The first-time, full-time

degree-seeking students included in federal graduation rate
calculations are the most likely to graduate, so these figures
may actually overestimnate the true completion rates.'$

In full-page ads in major newspapers, the for-profit insti-
tutions make the excuse that, because they provide access to
_ the least prepared and most disadvantaged, they cannot be
expected to graduate large portions of their students. These
shamefully low expectations are disturbing, and the excuse
does not pass muster. In most cases, public and private
nonprofit institutions with similar admissions policies or
similar percentages of low-income students graduate these
similar students at higher rates (see Table 1).

The graduation rates at two-year and less than two-year
for-profit colleges are better. At two-year for-profits, 60
percent of students earn an associate’s degree or certificate
within three years. At less than two-year for-profits, 66
percent earn a credential within three years. These comple:
tion rates are considerably higher than the 22-percent rate
at public community colleges.!? ,

Ordinarily, we would celebrate that success, as we have
for public and nonprofit private institutions in a seres of

Tahie 1: Six-Year Graduation Rates in Four-Year [nstitutions

Private
. Nenprofit .

Public Far-Prafit

Fér;entage of Total
Applicants Admitted

75-89.99% 31%

51%

0-49.99% 62%

B Percentags of Freshman
Receiving Pell Grants.

43%

- 34-66% 4% 45% 21%

Soucce: Edueation Trust analysis of Collage Aesults Online, 2008

Table 2: Uﬁmet Need Among Low-Income Students

Expected
Cost of Family Unmet
Attendance, Contribution, All Grant Nead,
Type of Institution 2007 2007 Aid, 2007 2007

our-Year

Private, $3.911 $13,624
nonprofit

Twao-Year

35,478

$3,659 $2,523

Public $16,193 $3,791 $1,424 310,978

Nots: Data are not availabla for private, nonprofit two-year end lessthan twe-year institntions
becausa of smali sampla sizes. :

Source: Education Trust anslyss of NPSAS:08 using PawarStats; Full-tima, full-yaer, ang-institution
dependent students in tha battem half of the incoma distribution ars included in this analysls.

recent publications.'® However, the data on the amount of
debt that students incur at for-profits gives us serious pause.

Students’ inability to pay back the debt strongly suggests
that the credentials students are earning at these schools,
with the intention of preparing themselves for lucrative
jobs and careers, may not be worth the cost. Even if they
graduate, it seems clear that they are not entering the jobs,
and bringing home the income, they had planned for when
they entered the institution.

- AT WHAT COST?

The price tag for attendance at for-profit institutions is high.
At all levels—four-year, two-year, and less than two-year—
tuition and fees in 2009-10 at for-profit colleges soar above
those at public institutions.'® And once grant aid is taken
into account, the out-of-pocket cost—or unmet need—for
low-income students at for-profit schools is even higher
than at private nonprofit colleges and universities, which
use institutional grants to help defray college costs.?®

At four-year for-profits, low-income students must find
a way to finance almost $25,000 each year, with only a 22-
percent chance of graduating. On the other hand, students
at four-year private nonprofit institutions have a lower

. unmet need of $16,600 (see Table 2) and graduate at rates

three times higher. Moreover, private nonprofit institutions,
while costing students less, actually spend three and a half
times more on each student than for-profit institutions do.®
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If there is one thing that the for-
profits can virtually guarantee
their students, it’s years and
years of student loan débt.

FOREGLOSED FUTURES

To cover the high cost of attendance, almost all students at
for-profit institutions must borrow, Low-income and minor-
ity students are far more likely to borrow to finance their
education at for-profit colleges than at other institutions,”
dnd students at for-profit colleges take out federal Stafford
loans at rates far higher than students at public and private
nonprofit institutions, In fact, the cost of attendance is so
high at for-profits that many students must max out their
federal loan limits and tum to risky private borrowing to
cover the remainder of the cost (see Table 5).2

In addition, almost all students borrow heavily. Among

‘students who eamn bachelor's degrees, the median debt at
graduation for students at for-profits is $31,190, compared
with $7,960 at public and $17,040 at private nonprofit
institutions (see Figure 3). Indeed, 19 percent of associate’s _
degree students and 3 percent of certificate completers at for-
profits have debt loads greater than $30,000, compared with
only 2 percent and 1 percent of students in these programs,
respectively, at public institutions.-On the other end of the
scale, only 4 percent of bachelor's degree recipients at for-
profits graduate debt-free, compared with 38 percent and 28
percent at public and private nonprofit institutions.? *

If there is one thing that the for-profits can virtually guar-
antee their students, it’s years and years of student loan debt.
What they do not guarantee is a job that will allow students
1o pay off that debt. ‘

Students often must struggle to manage their loan pay-
ments. Take, for example, Anne Cobb—a graduate of the
Univeréity of Phoenix whose student loan debt has doubled
from $30,000 to over $60,000 as interest and fees have
accrued over ten years. She has used deferments and con-

" solidations to try to cope with the large debt, but is ttapped
in- what she calls a “horror story. "% .

Unsurprisingly, loan default rates are high. About ten

percent of for-profit students default on their federal loans

within two years of entering repayment, and significandy
more default in the following year, bringing the three-year
default rate to 19 percent.?® These default rates are about

. Institution Type

Table 5: Students at for-profit colleges are more likely than others
to take out loans.

Percent of Students Recsiving Loans
Stafford

Private

-YE&I:’.: SR

Private, nonprafit 54 25

Private, nonprofit

Sourea: Education Trust analysls of NPSAS:08 using PowarStats

twice as high as the rates of students at public and private
nonprofit colleges. In fact, for-profits represent 43 percent

of all federal student loan defaults, even though they make
up only 12 percent of enrollments and 24 percent of federal -
loan dollars,? 3 _

The consequences of default are severe. Student loan
debt is not dischargeable in bankruptcy, so it can follow
a student for a lifetime. Defaulters can have their wages
garnished, their income tax refunds intercepted, and their
Social Security payments withheld.

These unmanageable debt burdens and high default
rates indicate that for-profit schools do not provide stu-
dents with the education necessary to secure employmeﬁt
at a level that allows them to repa;\r_'ﬂ'le hefty loans they
must borrow. ) _ - :

Figure 3: Median Debt of Bachelor's Degree Recipients, 2007-08

$35,000
$30,000
§25,000
$20,000
$15,000
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The sector asserts that their higher defauit rates are
simply a result of student demographics. They serve low-
income students, minorities, and students with more
challenging financial circumstances than those at more
traditional institutions, so of course those students have
more trouble paying back their loans—or so they claim.
However, a recent report found that even when controlling
for student demographics and completion rates, default
rates are still much higher at for-profit institutions than at
other colleges.?®

In an especially strange twist, a number of for-profit
educational companies, incduding Corinthian Colleges, ITT
Technical Institute, and Career Education Corporation, have
recognized that students require private loans to afford
their tuitions, and now themselves double as banks, offer-
ing loans directly to students. Corinthian Colleges contin-
ues to provide these loans even though it assumes that over
half of students will default*® Evidently, the company has
done the math and determined that the profit derived from
enrolling additional students outweighs these financial
losses, What they have omitted from their calculation is the
devastating effect that this borrowing and defaulting has on
the future opportunities of the students they claim to serve.

It is appallirig that some of these companiés encourage
students who they believe will not be able to repay their loans——
even after receiving the education that they sell—to take on
massive amounts of debt that will haunt them for the rest of
their lives, Just as many low-income and moderate-income
families faced foreclosure after mortgage bankers “helped”
them to buy homes through subprime bomrowing, so too will
the help of the for-profit industry foreclose students’ futures,

CONCLUSION

For-profit colleges argue that they are models of access and
efficiency in America's overburdened higher education
system. But instead of providing a solid pathway to the
middle class, they are paving a path into the subbasement
of the American economy. They enroll students in high-cost
degree programs that have little chance of leading to high-
paying careers, and saddle the most vulnerable students
with more debt than they could reasonably manage to pay
off, even if they do graduate.

‘The sector claims that it costs taxpayers nothing, largely
because their institutions pay taxes from which other
colleges are exempt.*® However, their degrees are not free.
Rather, the cost falls squarely on the shoulders of low-in-
come and minority students—students who have put faith

in these institutions of higher education to provide them
with a path towards a better future.

As a country, shouldn’t we be willing to shield students
from years of debt by investing in educational programs
that will advance both the lives of individual students and
our democracy as a whole? An educated citizenry, after
all, is a public good—one worthy of responsible taxpayer
investment in the institutions—public, private, and for-
profit—that can truly advance knowledge, equity, and social
mobility.

There should be nothing subprime about opportunity in
Ammerica. ‘
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transforming schools and colleges into institutions that serve all students

well, Lassons {earned in these efforts, together with unflinching data { :

analyses, shape our state and national policy agendas. Qur goal is to cldse
the gaps in opportunity and achievement that consign far too many young
people—especially those who are black, Latino, American Indian, or from
low-income families—to live on the margin of the American mainstream.
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